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Guaranteed Wages—Another View 


The Brookings Institution in an extended study of annual wage plans and proposals reaches conclu- 
sions quite different from those presented in the government-sponsored Latimer Report. 


In our issue of June 14 we published a review of the 
so-called Latimer Report, Guaranteed Wages, which was 
prepared by Murray W. Latimer for the Advisory Board 
of the Office of War Mobilization and Reconversion, 
Office of Temporary Controls. In August of this year 
the Brookings Institution, Washington, D. C., published 
a study by A. D. H. Kaplan entitled The Guarantee of 
Annual Wages, which is in some sense a counterpoise to 
the earlier document.t_ Whereas the Latimer Report was 
favorable to wage guarantee plans under specified condi- 
tions, the Brookings study finds the major arguments for 
such plans, and experience under them, unconvincing. 

Since religious leaders are continually confronted with 
the claims of labor, on social and moral grounds, to guar- 
anteed income—usually in terms of an annual wage—the 
technical aspects of the problem as economists of different 
views see them need to be carefully considered. No prob- 
lem more neatly illustrates the coincidence of moral and 
technical factors which the minister, the teacher, and the 
man of affairs have to face, each in his own sphere. 


As Related to Broad Economic Policy 


The Brookings approach is indicated in President 
Moulton’s Foreword: “As the scope of the issue is ex- 
tended to major sectors of the economy, it needs to be 
studied in relation to the total economic setting which the 
guarantee of annual employment and wages may entail. 
Such a treatment of the subject obviously differs from 
those that have dealt primarily with the terms of a com- 
mitment that may be worked out between the employer 
and employes of a given firm.” Throughout the study 
this concern with the relation of guaranteed wages to the 
economy as a whole is apparent. The emphasis grows 
out of the tendency in labor union strategy to put the 
issue in an industry-wide framework and to relate it to 
the concept of purchasing power as a factor in economic 
stability. “The comprehensive character,” says Mr. Kap- 
lan, “of recent demands for an annual wage on behalf of 
organized labor in the steel industry and of other large 
bodies of workers, has lent added interest to the broad 
implications of the annual wage for national economic 
policy.” Experiments to date have been so limited in 
their scope that “their effect on the economic structure as 


1We avail ourselves of the permission always accorded us by 
the Brookings Institution of quoting the study freely. 


a whole has been too slight for measurement. If, how- 
ever, annual-wage guarantees are contemplated as a pre- 
vailing pattern for industry, it becomes far more impor- 
tant to consider the cumulative influence of the spread 
of annual-wage guarantees upon the climate of industry.” 

It is pointed out that most of the plans thus far put in 
operation fall short of the full implications of a “guaran- 
teed annual wage,” which, strictly interpreted, “would 
mean a guarantee of year-round employment at a specified 
rate with regular pay checks, assuring the employe a 
stated minimum of annual income. It would imply a 
claim of the employe to a regular pay check whether or 
not the volume of production covers the employment and 
wages guarantee.” 


Differing Labor Attitudes 


The author notes a difference between AFL and CIO 
positions on the issue. William Green has cautioned 
against making the annual wage “a magic formula,” and 
has declared, “It is not applicable in all situations. Nor 
does it lend itself to general application by government 
mandate.” The CIO unions of steel, automobile, ship- 
yard, and marine workers to a greater or less extent 
“stand for an annual-wage program as the starting point 
for the operation of big industry. The problem of jus- 
tifying the payment of wages for productive work is 
placed in the lap of management. It becomes the prob- 
lem of government, representing the whole economy if 
management cannot solve it.” Interestingly enough, the 
United Mine Workers (AFL) has taken a strong line 
against annual-wage proposals except as effectuated by 
voluntary agreement in a given industry without the in- 
trusion of government. 

Labor leaders, the author says, who “have burned their 
fingers in the past trying to standardize yearly wages fear 
insolvencies, migration, and consequent loss of employ- 
ment if uniform commitments are imposed.” He con- 
cludes, in this connection: “Very few unions seem pre- 
pared at this stage to put their faith in comprehensive 
annual-wage guarantees on an industry-wide basis.” 


What Experience Shows 


After reviewing the various plans—among them those 
of Swift and Company, Quaker Oats Company, Procter 
and Gamble, George J. Hormel and Company, Nunn-Bush 
Shoe Company—Mr. Kaplan generalizes: 
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“We have found that between 2 and 3 per cent of the 
industrial firms, comprising perhaps % of 1 per cent of 
the employes in the industries involved, have made some 
type of formal commitment to regularize the annual in- 
comes of the workers. While the examples of this effort 
are to be found mainly in the consumer goods industries, 
there are occasional instances covering durable goods 
lines. The range of the commitments is from uncondi- 
tional guarantees of year-round, full-time employment 
and wages, to partial supplementation of reduced earnings 
in slack periods. Each commitment sets up limitations, 
safeguards, and escape clauses deemed necessary to en- 
sure the feasibility of the plan. Most of the larger plans 
were abandoned after a few months or years. Yet there 
have been a few outstanding examples in which the suc- 
cesses achieved under annual-wage plans would justify 
an open-minded consideration of similar action by other 
firms... . 

“The successful operators of an annual-wage plan have 
been enthusiastic about its value in building the morate 
and increasing the efficieney of the working force. It is 
difficult to obtain any direct evidence on dollar costs and 
gains of annual-wage plans. No claims on that score are 
advanced by those who have shared in the experience. 
In the cases of abandonment—especially during the de- 
pression—the cost of the plan was presumed to represent 
a prohibitive overhead which the firm could not endure. 
3ut under the more successful plans some lowered costs 
in particular areas of operation have been noted. Among 
these are the savings from retention of trained workers, 
“less clock watching, reduced labor turnover, less tendency 
to draw out the work, and less employe opposition to 
technological advances by the firm.” 


In Relation to ‘Economic Fluctuation” 


From an examination of the “data of economic fluc- 
tuation” the author draws several conclusions. A gen- 
eral advance in production and employment due to popu- 
lation growth, technological changes and other factors, 
does not mean uniform improvement, but ‘advances in 
some areas of our economic life and declines in others.” 
Specifically, “a 30 per cent rise in industrial production 
during the upswing of 1923 to 1929, had relatively little 
effect on employment or pay rolls in lines of manufac- 
ture that notably increased their output. The effect was 
felt in the development of new highways; in the multipli- 
cation of dealer agencies, and of repair shops for electri- 
cal and other mechanized equipment; the opening of ad- 
ditional restaurants, amusements, filling stations, and 
neighborhood activities for which the new product de- 
velopments in industry provided the stimulus and_ the 
means.” 

As the standard of living rises it is accompanied by 
changes in consumer preferences, which in turn require 
“shifts of employment from the areas of declining de- 
mand to the areas of increasing demand.” Also, fluctua- 
tions in employment as indicated by available data “do 
not accurately reflect the position of those who are re- 
garded as regular employes. During the boom, extra 
hands are taken on who may take advantage of the tem- 
porary opportunities. Nearly 100 per cent of these may 
lose their jobs in the recession, while the bulk of the 
regulars are retained. The problem of the annual wage 
may thus become in effect a question of the extent to 
which such extra employes should become permanently 
attached in the given company or industry. By the same 
token, the guarantee of annual wages to those with sen- 


iority would have little effect on the permanent attachment 
of the extra hands.” 

The effects of seasonal variation in employment are 
much easier to absorb in an annual wage plan than those 
of cyclical fluctuations, i.e., the swings of the business 
cycle. 

Industry-Wide Agreements 

Experience under guaranteed wage plans affords “no 
adequate precedent” for application of the principle toa 
whole industry or even to the bulk of it. To develop an 
industry-wide plan “would involve, among other mea- 
sures, the forecasting of aggregate output and employ- 
ment requirements; the determination of the point at 
which guaranteed tenure of employment can begin; the 
terms of the guarantee to be taken as standard; the ad- 
justment of conditions of recruitment, employment, 
wages, and prices to the assumption of the pay-roll over- 
head.” These factors will have a considerable impact on 
hoth management and union policies. Competition will 
be intensified, with constant threat of “cutthroat. trade 
practices” and of insolvency for less productive enter- 
prises. “Whether this tendency to cutthroat competition 
will be allowed to carry on to widespread disaster may 
depend on how well the industry is organized. It is con- 
ceivable that in some industries the management, with the 
help of workers, will seek to set up a discipline over the 
industry to protect prices and to limit inventory accumu- 
‘ation. 

“Tt is difficult to believe that a middle ground of live 
and let live can be early attained, under the stresses and 
strains of meeting industry-wide guarantees when busi- 
ness declines. More probably industries will go to one 
extreme or the other. Either competition will progress 
io the precipice where the marginal firms lose their foot- 
hold, or protective restrictions will be instituted to intro- 
duce still greater rigidity into the business structure.” 


“Impact on the Economic Structure”’ 


Under this head the author examines the familiar pur- 
chasing power argument in relation to guaranteed wage 
income. He concludes that ‘maintenance of the pay-roll 
level, while important for consumption as a whole, will 
not guarantee the maintenance of demand in strategic 
areas of the economy. Changes in the character of de- 
mand are a part of the dynamics of the economy, and 
these changes would be no respecters of annual-wage 
guarantees in determining whether employment is to rise 
or decline in a given industry.” 

Moreover, the utilization of the purchasing power 
maintained by high pay rolls is far from dependable as a 
stabilizer in respect to durable consumer goods. The 
record shows that “even at peak employment a wave of 
consumer investment in certain capital goods, like houses 
and automobiles, diverted increasing fractions of the pay 
checks to continuing commitments for those durable lines 
and to the goods and services associated with them, at the 
expense of other lines.” Thus guaranteed pay rolls would 
not, with consumer freedom preserved, “ensure the flow 
of consumer funds into the different channels of produc- 
tion, in the relative amounts needed by specific industries 
to support full pay rolls.” In respect to capital goods, 
under a system of private enterprise, “a guaranteed an- 
nual wage would be borne by individual firms which were 
not in a position to determine the flow of orders upon 
which their ability to sustain the guarantee would depend.” 

it is contended also that the effort to maintain the neces- 
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sary reserves for the guarantee would tend to be a de- 
ressant upon investment needed for business expansion. 

Further, it is argued that the pay-roll guarantee oper- 
ates adversely to labor mobility, and corresponding labor 
opportunity. “With the normal prospect that the workers 
currently employed would expect to be guaranteed there- 
after, the willingness to take on new workers would be 
reduced.” 

Finally, the shadow of government intervention would 
hover over the guarantees. ‘Carried to its logical end, 
the support of generalized wage guarantees would require 
workers, as well as goods and funds, to be channeled into 
the places where their labor could best support a flow of 

oods and services which matched pay with jobs.” 

In the light of all this Mr, Kaplan says: 

“It is conceivable that a large percentage of the body 
politic would prefer a slowing down of material progress 
or a contraction of individual choice for consumer, 
worker, or investor ; and even a leveling off at something 
less than our present standard of living, provided the 
standard upon which we do settle can be made more se- 
cure. If that decision is made with eyes open, it repre- 
sents a valid program for those who want it—who, in- 
deed, would have been willing to settle for that kind of 
security in 1932. If, however, a generalized guarantee of 
annual wages is successfully promoted with the thought 
that the guarantee can be progressively expanded with- 
out contracting and radically modifying our present sys- 
tem of competitive private enterprise—then we are con- 
fronted with a dream that is destined to end only in dis- 
illusionment.” 

The final sentence in the book brings the matter to a 
head: “A basic decision to be made, before widespread 
guarantees are instituted in any but the already stable 
consumer lines, concerns the kind of economic order we 
are prepared to accept in order to ensure existing jobs 
and pay rolls.” 

Here, then, is an analysis of the guaranteed annual 
wage plan in terms of its congruance with the system of 
free enterprise and consumer freedom. 


Background of Britain’s Crisis 


On August 2 The Economist (London) carried a lead 
article entitled “The Planners’ Last Chance,” which, in 
view of that journal’s high reputation, is worthy of the 
attention of Americans who are seeking light on the Brit- 
ish economic situation. It was written at the time when 
the sense of crisis was becoming acute in England and 
there was a growing demand for government action. 
Both the critics and the government are chided. 

“The truth is,” says The Economist, “that it is not, in 
general, the government's policy that is at fault, but the 
whole community’s. In part, it is wrong to speak of 
‘fault’ at all, since there is unquestionably a large element 
of pure misfortune in the present plight of Britain. No 
government could have prevented the disastrous rise in 
world prices or the disappearance of Dritain’s overseas 
assets, and no government could, in the last two years, 
have done anything effective to offset them. Ministers 
deserve some charity. But not as much as they take. 
They have a tendency to claim that what is within their 
control has been done well, and that what is bad is be- 
yond their control. And there is a further tendency to 
equate what has been done well with what has been done 
inside this country, and to ascribe the impending disaster 
to the madness and badness of the outside world. 
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“There is no such sharp separation. Some part of the 
deticit in the balance of payments, it is true, is the restit 
of disturbances in the outside world over which the Brit- 
ish Government have no control and which, it can reason- 
ably be hoped, will reverse themselves in due course. 
Without overloading this article with statistical argument, 
the guess can be hazarded that about half of the deficit 
is of this character. . , . But the other half of the deficit 
is of our own making. It originates either in the over- 
heavy political and military commitments the British pee- 
ple have undertaken, or else in the muddled and distorted 
state of our domestic economy. The picture of a sane, 
temperate, balanced Britain striving to keep its head above 
water in a mad world is a dangerous distortion. ‘The 
world is economically mad, true enough. But we are very 
nearly as mad as the rest and the sooner we realize it the 
better.” 


The government is wrong in proclaiming that the faut 
is mainly a lag in production. There is, to be sure, an 
“atmosphere of slackness,” but the “aggregate output ef 
all goods and services” is not low; on the contrary, it is 
high. “The estimates of national income, when adjusted 
by any reasonable allowance for the change in prices, show 
a higher level than in 1938. All the familiar indications 
of general business activity give the same result. Steel 
production, the volume of traffic on the railways, the 
consumption of gas and electricity—all of these are above, 
and some of them well above, their prewar levels.” There 
is little doubt that “the aggregate output of the British 
community today is from 10 to 20 per cent higher in vel- 
ume than it was in 1938.” 


The reader is asked to consider the great burden which 
“the British community” is laying upon the national 
plant. Here are the items cited as an incomplete list: 

The further increase of a standard of consumption which, in 


the aggregate and on the average, was, in 1946, already as high 
as in 1938, 


In particular, the maintenance of a standard of nutrition which 
—whatever it may be for the average of the whole people—is deti- 
nitely higher than prevailed before the war for fully half che 
people. In the face of a world shortage of food, high consump- 
tion is encouraged by subsidies. 


Creation of a national health service anf the extension of the 
national educational system. 


A considerable extension of social insurance. 

The creation and full employment of a building industry larger 
than ever before. 

Repair of war damage and overtaking of wartime arrears «f 
maintenance. 

Re-equipment of several major industries. 

An export programme of 175 per cent of the prewar volume. 

Servicing of a vast war debt. 

A large colonial development and welfare programme. 

Maintenance of peace-time armed forces at least twice as laige 
as ever before. 

Acceptance of responsibility for a large slice of Germany. 

In the light of these demands it is held to be no wonder 
that the resources are insufficient. “Yet the essential 
point to remember is that there is not a single item in th's 
erievous overload that would have been substantially d:f- 
ferent if Mr. Churchill had been in office. There is net 
one that the Conservatives have publicly repudiated. Tie 
main subject of party controversy, the government's na- 
tionalization programme, whatever its ultimate effects 
may be, is of sublime irrelevance to the present economic 
situation. That situation is not the Labour Government s 
fault; it is the fault of the whole present generation.” 

The result is “suppressed inflation”—not primarily 
monetary, but in respect to manpower and materials. With 
production relatively high, the country is nevertheless 


| 
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trying to consume more than it produces. “Like a flash 
oi lightning seeking to complete its circuit to the earth, 
the great spending potential forces its way down every 
channel that is open to it, consuming all that stands in its 
way. Scarce goods and materials are sucked out of the 
working capital of industry.” It is “quite inevitable that 
the lack of incentives for either employer or wage-earner 
and the tremendous suction applied by the domestic 
inarket should make exports, for all the controls and for 
all the patriotic appeals, lower than they would otherwise 
be. It is inflation that makes it impossible for the miner 
to spend his wage, and it is inflation that deprives him 
of all apprehension of any retribution for slackness. It is 
therefore inflation that is responsible for the shortage of 
coal.” 

There are two alternatives open. Capitalist economics, 
with its free markets, is able to bring the factors into 
balance, though it has visible defects. “It pays no atten- 
tion to equity as between individuals; it hurts the poor 
more than the rich. It is socially blind in its incidence.” 
It “does work,” however crudely. The other way is some 
kind of planning. “The Economist has long ago com- 
mitted itself to the view that it is both desirable and pos- 
sible to have, not indeed a detailed control over all eco- 
nomic processes, but a certain measure of purposive di- 
rection of the general economic climate. It must be con- 
fessed, however, that the experience of the last two years 
has considerably dimmed that faith.” There is a realistic 
way to plan, The Economist holds, and here it is: 

First, form a realistic estimate of what the community can pro- 
duce, based not on wishful thinking nor on believing that shorter 
hours produce higher output or that poster campaigns will reduce 
absenteeism, or that there will be no strikes, but on a hard-boiled 
and sceptical estimate of what will actually be produced. 

Second, deduct from this the resources, calculated in manpower 
and materials, that will be needed for all the governmental activi- 
ties and programmes with which it is decided to proceed. 

Third, deduct further the resources needed for all the projects 
of capital creation, public and private, that are to be authorized 
this to include, of course, all building and repair work. 


— deduct exports and add imports, both calculated realis- 
tically. 

Fifth, the resultant will be what is available for the consump- 
tion of the people and steps must be taken—by taxation, by wage 
policy or otherwise—to see that they do not have for spending 
(after they have done their spontaneous and voluntary saving) 
more than is enough to buy this remainder. In cutting down 


spending money, the government can be as egalitarian or as non- 
egalitarian as it wishes. 


Sixth, go back to the beginning and drastically reduce govern- 
ment expenditure and capital programmes in order to make the 
consumable residuum large enough to prevent riots in the streets. 


This would be painful, for it means giving up pleasant 
dreams. “It is the planners’ last chance.” 

All of which seems to show that there are top-flight 
thinkers in England who (1) recognize the seriousness 
of the economic situation; (2) see both the need and the 
hazards in planning; and (3) insist on a maximum of 
vational self help in achieving economic recovery. 


Democracy and the Labor Unions 


The ably edited and informing Labor and Nation 
(New York) in its July-August issue carried two im- 
pressive articles which turned a searchlight on labor- 
union policies and practices. Since the magazine is pub- 
lished by the Inter-Union Institute, Inc., and since the 
two writers are both inside the labor movement, the arti- 
cles are a demonstration of responsible self-criticism. 

Anthony Ramuglia is very emphatic in his denuncia- 
‘on of undemocratic practices. Most of the international 


unions, he says, are on the level of municipal political 
machines, with their Hagues, Pendergasts, etc. “In many 
of our unions the democratic processes are as much a 
mockery as in the sectors of our nation just referred to.” 
Both AFL and CIO are plagued with concentration of 
power. “There are prefects of provinces everywhere,” 
officers who represent and commit the membership, which 
has little effectual recourse when misrepresented. Union 
laws provide a “theoretical channel,” but it is “a rather 
circuitous one in nearly all cases, and after the dizzying 
running around the protestants generally end smack up 
against the stone wall of the general executive board, 
There is of course the national convention if and when 
held.” 

Sixty or seventy years ago there was much more local 
autonomy in the unions. Something other than “human 
cupidity” has since then been making for concentration of 
power. “Centralization of direction” is necessary, but 
the mistaken idea that “efficiency precludes democracy” 
has taken hold of the official labor mind. A chasm is de- 
veloping between union leaders and membership. “The 
last few years have been particularly bad. The unnatural 
prosperity, the ‘cordial’ relationship with the employers in 
many industries, the unprecedented cooperation by the 
federal authorities (New Deal Laws) plus the natural 
bent of the members to let others do the thinking for them, 
and the natural tendency of the leaders to allocate to 
themselves more and more power have widened the chasm 
considerably.” 

Nevertheless, the labor movement, as the writer sees 
it, has great social significance: “The unions should be 
and will be the crucible in which the concept of rule by 
active consent and direction of the people will be worked 
out, where the duties and rights of citizenship will be ex- 
ercised to the full.” Perhaps, he suggests, present politi- 
cal attacks on the movement may accelerate the process. 

Herman Rovner objects vigorously to the current ten- 
dency to paint the unions black and regards the faults 
commonly pointed to as far from typical. Yet he con- 
demns some policies in strong terms. The jurisdictional 
strike is “idiotic,” unfair to everybody, and gives labor a 
“black eye.” Initiation fees are unfair in principle. 
When a man has to join a union in order to get a job, an 
initiation fee amounts to “a tax on the right to work.” 
If the government were to levy such a tax labor would 
“raise an ear-splitting howl.” Dues and assessments are 
sometimes excessive ; union officials tend to be “secretive” 
about the handling of money ; elections are often undemo- 
cratic. 

On the whole, however, these faults are called “minor” 
in comparison with the great benefits afforded by unions 
to their membership in terms of wages and status. 

Churchmen who take pride in the capacity of the church 
for self-criticism will be impressed by these articles and 
by others in the same issue, especially the one by Waldo 
Frank, in which he challenges the labor movement to re- 
alize its spiritual potentialities. 

A third article on union policies, by Alfred Baker 
Lewis, discusses the outlawing of communists. The 
writer contends that they should be opposed both in 
politics and in the unions, but only by democratic meth- 
ods, not by taking away constitutional rights. Recourse 
to suppression is an indication that faith in democracy 
and in the people is lacking. “We must believe that 
democracy can stand on its own feet and defeat its oppo- 
nents in fair argument, and that whatever our faults may 
be we can correct them by democratic methods.” 
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